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enstar Inc. is a vehicle leasing company and specialty mortgage 

broker that continually sources, investigates and capitalizes on 
new opportunities in these niche markets. One of its subsidiaries, 
Venstar Leasing, is a leading non-prime pre-owned vehicle leasing 
company in Canada with operations in five provinces. The non-prime 
market, one of the largest markets in the auto finance industry, is made 
up of consumers who find it difficult to obtain conventional automobile 


financing. 


Venstar Inc. is also one of western Canada’s aremier specialty mortgage 
brokers and real estate lenders through its subsidiary, Venstar Financial. 
Financial provides real estate developers, builders and property owners 
with short-term mortgages to fund new construction, capital re- 
Organizations and secondary financing facilities. Venstar Financial 
Originates, brokers and administers these mortgages on behalf of a 
large group of mortgage purchasers. The mortgages brokered are 
generally concentrated in the commercial and residential real estate 


markets in both Alberta and British Columbia. 


president’s 
message 


our original goal established three years ago. That goal was to become the 

leader in the Canadian non-prime automobile finance and mortgage brokerage 
industries. | am pleased to report that in 1998, the company took significant steps 
toward achieving that goal. 


A | consider the changes Venstar has undergone in 1998, | am reminded of 


Vehicle lease originations totaled $30,535,000 in 1998, up $14,837,000 or 95% 
from 1997. Accompanying this growth was an increase in market share that firmly 
establishes Venstar Leasing as a leading non-prime pre-owned vehicle leasing company 
in Canada. Venstar Financial brokered $5,638,000 in new mortgages, a $441,000 
improvement over 1997. Net revenue increased to $10,396,000 in 1998 from 
$4,954,000 in 1997, an increase of 110%. 


From an earnings perspective, 1998 was not a successful 


year. A net loss of $4,313,000 represented the first loss in lease 
five years for Venstar and its predecessor companies. Credit originations 
quality issues faced by Venstar Leasing largely contributed to » 35 

the loss in 1998. Receivables challenges were examined in = 6 

the latter half of the year, and where required, systems and © 30 

Staffing were augmented in response to portfolio defaults. 2 25 

Throughout the year, Venstar Leasing accelerated its .o 

repossession practices to maximize redemptions (the payment € 20 

of outstanding arrears and repossession costs that allows a 15 ne 

lessee to continue their lease) and mitigate asset depreciation. 

This change in policy resulted in substantial receivables write- 10 

offs in the last two quarters of 1998. Losses from the sale of 5 

repossession inventory also contributed to the year’s financial 2.0 

performance, and as such the timely disposition and 

remarketing of vehicle inventory remains an important focus © @ @ 


of management's attention. 


In response to the unrelenting demands of the non-prime market, management has 
taken cost-cutting steps aimed at improving operational effectiveness and efficiency. 
A hiring freeze was implemented in the latter half of 1998, as system efficiencies 
improved and operational productivity began to catch up with Leasing’s tremendous 
initial growth. In addition, a litigation department was established to facilitate the 
collection of more than $2 million in lease losses which are carried as an unrecorded 
asset. 


The year's loss was also due to a charge incurred by Venstar Leasing as a result of a 
Goods and Services Tax reassessment. This reassessment was levied by the government 


in early 1999 despite the fact that Venstar was collecting and remitting GST as 
advised by the government on three separate occasions over a two year period. The 
reassessment resulted in an expense of $385,000 in 1998. An appeal by Venstar is 
underway. 


Throughout the year, Venstar Leasing continued the process of upgrading its 
information systems in order to improve portfolio and collections management. 
While representing a significant capital investment, the new state-of-the-art portfolio 
management system will serve as a powerful business tool that provides senior 
management with the information they need to improve operational processes. 


Venstar Financial, a quietly successful contributor to Venstar Inc.’s bottom-line, 
expanded its operations under Alan Baumann, Financial’s new President. The 
company’s corporate strategy has evolved to become focused on larger, more diverse 
mortgages. Investment has been made in the resources required to build on that 
strategy. A new management team, new premises and access to a wider network of 
capital has positioned Venstar Financial for continued growth. 


Venstar Inc. remains a challenging work in progress, and the company’s employees 
are dedicated to achieving the goals it has established. As President | wish to thank 
our employees, shareholders and investors for being such an integral part of our 
SUCCESS. 


<a a 


J.W. Douglas Beatty 
President and Chief Executive Officer 


— | 
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year in review 


rategy 


Venstar Leasing Is following a focused corporate strategy 
designed to improve profitability and operational efficiency. 
The strategy is concentrated on three key areas: 


collections and inventory management 

Aggressive, timely collection of receivables is a key factor for success in the non- 
prime finance industry. Rapid collection of assets under defaulting contracts prevents 
further payment arrears, vehicle wear and asset depreciation. Minimizing these factors 
allows Venstar to remarket its inventory quickly. 


In 1998, delinquent receivables were reduced both in absolute terms and in relation 
to the portfolio as a whole. Gross accounts receivable greater than 30 days in arrears 
improved from $524,792 (3.26% of net leases receivable) in 1997 to $408,373 
(1.27% of net leases receivable) in 1998. Inventory increased from $772,228 in 
1997 (4.8% of net leases receivable) to $2,835,114 (8.7% of net leases receivable) 
in 1998. This reduction in arrears and increase in inventory was largely due to the 
company’s ongoing program of faster repossessions. The company is often 
repossessing delinquent accounts as early as seven days after delinquency, 
maximizing the likelihood of a lessee redemption, while minimizing asset depreciation 
and vehicle wear prior to re-marketing. This change in repossession timing was 
mandated by management to address the concerns over: 


° the condition of repossessed assets, and 
. the low likelihood of re-establishing an account to performing status when 
it is multiple months in arrears. 


The increase in inventory required the company to undertake an escalating program 
of remarketing that is expanding in 1999. The focus of the remarketing program is to 
recondition and sell repossessed units back into the retail market through the 
company’s AutoCentre network of vehicle dealerships. Three high-volume AutoCentre 
locations were established in early 1999, and plans are in place to open an additional 
four dealerships by the end of 1999. More costly wholesale sales strategies are 
utilized when inventory levels are too high or when the underlying condition of the 
asset is too weak for it to be sold in the retail market. 


Approximately 77% of Venstar Inc.’s operating losses are attributable to Venstar 
Leasing's change in repossession timing and the effect this had on asset management 
and valuation. Repossession activities were significantly increased in the third and 
fourth quarters of 1998 in order to bring the lease portfolio in line with these new 
policies. The operating loss was largely a result of Venstar Leasing’s policy of 
charging off receivables related to repossessed assets at the time of repossession. 
In addition, the costly wholesale selling of inventory to help address the increase 
in repossessed vehicles also contributed to the loss. Management is confident the 
write-offs and losses were necessary to improve overall asset quality. 


In February 1998, management created the company’s litigation department. This 
department actively pursues outstanding balances on bad debts. As at December 
31, 1998, the value of these contracts totaled over $2 million. Management believes 
a portion of this unrecorded asset is recoverable in 1999. 


information systems effectiveness 

An important factor in Venstar Leasing’s corporate strategy is the quality of its 
information systems. In 1998, management completed a review and analysis of 
Leasing’s information and technology needs. Recommendations were made to both 
upgrade and in some cases replace existing hardware and software systems. Key 
to the upgrade process was the decision to implement a new portfolio management 
application. Software for this new system will be deployed in stages throughout 
1999, and is expected to improve operational efficiency. 


In addition, the company continues to develop and refine its proprietary credit 
scoring model. As a larger number of leases matured in 1998, additional credit 
information was incorporated into the model to aid in the tracking and prediction 
of credit delinquencies. 


reduced operating expenses 
In 1998, Venstar Leasing began initiatives that successfully reduced operating 
expenses in several categories, including: 


=~ the reduction of costs associated with vehicle repossessions 
through more rapid collections and repossessions. 


~ the reduction of remarketing costs through in-house 
refurbishing programs. 


~ decreased branch communication expenses through the use 
of a wide-area computer and telephone network. 


== the reduction of administrative costs through more effective 
operational systems and information technology. The company’s 
tremendous growth resulted in administrative costs that are 
now being examined in light of new operational systems. Non- 
contributing operations were discontinued in 1998. When 
combined with future information technology modifications, 
management expects improved cost levels in 1999. 


In addition to the focus on reduced operating expenses, Leasing continues to 
actively manage its exposure to vehicle depreciation through standardized 
procurement practices. Vehicle purchase policies have been adjusted to eliminate 
older, higher mileage vehicles and those policies continue to be based on 
industry standard black book values. When combined with timely repossession 
under defaulting contracts, these purchase policies ensure Leasing’s exposure 
to vehicle depreciation is minimized. 


Venstar Leasing also continues to examine options with respect to the future 
rationalization of non-performing branch operations. The rapid expansion of 
Leasing’s branch locations from two branches at the end of 1996 to nine at the 
end of 1998 has substantially increased lease originations and associated 
administrative costs. The company is in the process of assessing the productivity 
of each individual branch operation with the goal of rationalizing or discontinuing 
non-performing operations in 1999. 
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an evolving strategy 


In 1998, Venstar Financial embarked on a strategic restructuring program 
designed to redefine its line of mortgage investment products and expand 
the company’s services and market share. 


Included in this restructuring was a change in management that resulted 
in the appointment of a new President, Director of Marketing and Director 
of Business Development. The new management team has over 48 years 
of combined real estate market experience and is committed to expanding 
Venstar Financial's mortgage originations and service to clients. 


Marketing efforts in 1998 helped develop a much wider network of 
mortgage borrowers and Financial now sources mortgages through direct 
Origination, purchases in the secondary market and the utilization of 
qualified market intermediaries. 


(ore) focus on quality 

As part of the restructuring program, the company renewed its 
focus on quality mortgage loans. Throughout the year, Financial's 
targeted borrower market shifted to include a greater percentage of 
first mortgages and lower loan to value ratios on second mortgages. 
Interest rates levied were reduced to be more commensurate with 
the changing investment products. As part of this ongoing focus 
on quality, Venstar Financial will continue to broker larger, more 
diverse mortgages, while maintaining its commitment to mortgage 
investment participation. 


millions of dollars 


mortgage 
originations 


expanded services 

An important strategic goal for Venstar Financial was the expansion 
of services to mortgage purchasers. In late 1998, the company 
introduced the service of “parking” investment funds in premium 
Government of Canada Treasury Bills. This service provides 
investors with the ability to keep funds employed earning modest 
interest while they wait for new mortgage opportunities. In addition, 
Venstar Financial took steps to ensure many of its mortgages would 
be RRSP eligible, and that the inclusion of RRSP funds in mortgage 
opportunities was a smooth and efficient process for investors. 


The company’s marketing efforts in 1998 created a substantially 
larger pool of mortgage purchasers. The subsequent availability of 
additional investor capital will allow Venstar Financial to offer a 
new financial product in 1999. Investors will be able to “pool” 
mortgages purchased through shares in a Mortgage Investment 
Corporation (MIC). The MIC will finance mortgages according to a 
predefined set of investment objectives, with the goal of ultimately 
providing superior returns and reduced risk for investors. When 
combined with Venstar Financial’s traditional mortgage brokerage 
operations, the MIC will help to expand Financial’s services and 
broaden the choice of investment products. 


the year 2000 


As with most companies, Venstar Inc. (Venstar) is dependent on information 
technology to effectively administer its vehicle lease and mortgage portfolios. As part 
of its strategic focus on information systems effectiveness, Venstar is in the process 
of updating or replacing many of its information systems. Concurrently, the company 
is addressing issues relating to the continued operation of its information systems in 
the year 2000. 


Venstar does not consider its information technology to be complex or proprietary and 
as such believes its risk exposure to Year 2000 issues is not significant. In 1998, 
management carried out an analysis of its hardware and software systems to determine 
Year 2000 compliance. Critical hardware systems found to be deficient were remediated. 
Critical software systems that were not Year 2000 compliant were upgraded in January 
1999. Plans to deploy additional software upgrades throughout 1999 are not subject to 
any Year 2000 issues. Less critical software applications will be remediated by 
approximately August 1999. The company also plans to begin assessing third-party 
readiness in mid-1999. 


Venstar believes that, because of its software application and hardware remediation 
efforts to date, Year 2000 issues will not have a material adverse effect on the company’s 
business, operating results or financial position. However, Venstar is dependent on key 
third parties such as information systems suppliers, lenders, governments, utilities and 
others in the economic chain with respect to Year 2000 issues. As such, there can be no 
assurance that Year 2000 readiness efforts by Venstar will be successful. In response, 
Venstar will consider contingency plans that address Year 2000 issues within the 
company’s control, and these plans may contemplate the identification of alternative 
methods of portfolio administration. 


Management considers the costs to specifically address Year 2000 issues immaterial to 
the operations of the company, as capital expenditures relating to the upgrade of 
information technology were incurred as part of Venstars ongoing information systems 
modifications. 


forward-looking 
information 


This Annual Report may contain certain forward-looking statements relating to Venstar 
Inc.’s operations, anticipated financial performance and strategies. Readers are cautioned 
not to place undue reliance on forward looking information because it is possible that 
predictions, forecasts, projections and other forms of forward-looking information will 
not be achieved by the Company. Venstar Inc. undertakes no obligation to update 
publicly or revise any forward-looking information, whether as a result of new information 
or future events. 
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(a continuation of Venstar Financial Inc. and Venstar Leasing Inc.) 


We have audited the consolidated balance sheets of Venstar Inc. (a continuation of 
Venstar Financial Inc. and Venstar Leasing Inc.) as at December 31, 1998 and 1997 
and the consolidated statements of income (loss), retained earnings (deficit) and 
cash flow for the years then ended. These consolidated financial statements are the 
responsibility of the Company’s management. Our responsibility is to express an 
opinion on these consolidated financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable 
assurance whether the consolidated financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the consolidated financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall consolidated financial statement 
presentation. 


In our opinion, these consolidated financial statements present fairly, in all material 
respects, the financial position of the Company as at December 31, 1998 and 1997 
and the results of its operations and cash flow for the years then ended in accordance 
with generally accepted accounting principles. 


CHARTERED ACCOUNTANTS 


VA 


Calgary, Alberta 
PUD de Oper i0:9 


consolidated balance sheets 
december 31, 1998 and 1997 


assets 


Cash and short-term deposits 
Accounts receivable 

Inventory (note 4) 

Income taxes recoverable 

Land held for sale 

Loans receivable (note 5) 

Net investment in leases (note 6) 
Capital assets (note 7) 
Deferred share issue costs 
Deferred financing costs 
Deferred foreign exchange loss 


liabilities 
Accounts payable and accrued liabilities 
Income taxes payable 
Performance deposits (note 8) 
Due to related parties (note 9) 
Loans payable (note 10) 
Debentures payable (note 11) 


shareholders’ equity (deficiency) 


Share capital (note 12) 
Retained earnings (deficit) 
prior to the following 
Adjustment relating to the acquisition of 
Venstar Leasing Inc. from a related party (note 3) 


Deficit 


Contingency (note 18) 
Approved by the Board, 


, Director 


( , Director 


1998 


$1,964,463 
88,556 
2,835,114 
213,885 
1,686,654 
1,290,687 
32,430,048 
330,599 


117192 


1,990,675 


$42,001,829 


$1,165,579 
626,900 


42,395,003 


1,809,000 


45,996,482 


329,080 


(3,723,733) 


(600,000) 


(4,323,733) 


(3,994,653) 


$42,001,829 


1997 


$966,344 
880,003 
U2 aas 


16,089,384 
165,597 
14,616 
14,390 


345,493 


$19,248,055 


$440,115 
284,477 


243,133 
16,179,457 


1,809,000 


18,956,182 


302,/80 


989,093 


(600,000) 


(10,907) 


291,873 


$19,248,055 


consolidated statements,.of incone 
years ended december 31, 


sales 


Cost of sales 
Gross margin 
Finance income 


Commitment and administration fees 
Interest and other income 


expenses 


Interest 

Operation and administration 
Professional and regulatory fees 
Lease and loan losses 
Amortization 


Income (loss) before the following 
Gain on sale of land 
Income (loss) before income taxes 


Income taxes (note 13) 


net income (loss) 


Earnings (loss) per share (note 12[g]) 


(loss) 
1:9'9'°O, Fan reo oe 


1998 
$32,387,839 
31,460,383 
927,456 
5,604,411 
3,524,146 
340,082 
10,396,095 
4,991,280 
6,204,981 
305,865 
3,307,375 
87,577 
14,897,078 
(4,500,983) 
200,000 
(4,300,983) 
11,843 
$(4,312,826) 


$(0.84) 


1997 
$15,480,377 
14,324,804 
eel ee 
1,828,241 
1,969,981 
3,930 
4,953,/25 
993,365 
2,452,193 
280,281 
426,886 
38,/40 
4,191,465 


762,260 


i 


consolidated statements of retained earnings (deficit) 
years ended december 31,9199S8 and 1997 


Retained earnings, beginning of year 
Net income (loss) 
Dividends (note 3) 
Adjustment relating to acquisition of 
Venstar Leasing Inc. from a related party (note 3) 


Deficit, end of year 


1998 
$589,093 


(4,312,826) 


(3,723,733) 
(600,000) 


$(4,323,733) 


1997 
$271,314 
409,915 
(92,136) 
589,093 
(600,000) 


$(10,907) 


consolidated statements of cash flow 
years ended december 31, 1998 and 1997 


, Hote 1998 
Operating activities 
Net income (loss) $(4,312,826) 
Add (deduct) items not involving cash 
Provision for lease and loan impairment 1,900,000 
Amortization oy fay 
Amortization of 
deferred foreign exchange loss 410,025 
Gain on sale of land (200,000) 
(2,515,224) 
Changes in non-cash working capital balances (1,744,336) 
rity aa (4,259,560) 
financing activities eerenrers tare 
Repayment of advances from related parties (243,133) 
Proceeds from loans payable, net of repayments 
and deferred foreign exchange loss 24,560,338 


Proceeds from sale of debentures - 
Issuance of share capital, net of share issue costs 26,300 


24,343,505 
investing activities seu 
Acquisition of land held for sale (1,836,654) 
Proceeds on sale of land held for sale 350,000 
Advances on loans receivable (1,250,687) 
Proceeds on sale of loans receivable - 
Net investment in leases, net of repayments 
and performance deposits (16,513,764) 
Acquisition of capital assets (234,721) 
Deferred share issue costs - 
Deferred financing costs - 
(19,485,826) 
distributions to sharehoders esibN are 
Dividends ; 
Related party adjustment (note 3) - 
Cash inflow 998,119 
Cash and short-term deposits, beginning of year 966,344 


Cash and short-term deposits, end of year $1,564,463 


1997 
$409,915 


284,000 
38,/40 


732,659 


(945,140) 


(212,485) 


(451,067) 


14,449,783 
1,809,000 


302,579 


16,110,295 


185,548 


(14,279,093) 
(178,894) 

(14,616) 
( 


15,990) 


(14,303,045) 


(92,136) 


(600,000) 


(692,136) 


902,629 
63,715 


$966,344 


ae rT 


notes to 
consolidated 
financial statements 


1 Future Operations years ended december 31, 1998 and 1997 


Venstar Inc. (“Venstar” or “the Company”) was incorporated under the Business Corporations Act (Alberta) on March 
4, 1996. The Company is engaged in the business of specialized finance through two wholly-owned subsidiaries, 
Venstar Financial Inc. and Venstar Leasing Inc. Venstar Financial Inc. is a mortgage broker and administrator of asset 
based loan arrangements. Venstar Leasing Inc. is engaged in the business of non-prime vehicle leasing and is active in 
five Canadian Provinces. The Company is also engaged in remarketing its repossessed vehicles through Lease 
Liquidators Ltd., another wholly-owned subsidiary. 


The Company has incurred a significant operating loss in the year-ended December 31, 1998 and, as at December 31, 
1998, has a deficit of $4,323,733. The Company, however, has maintained its operations and its ability to achieve 
growth, through investment in leases, by using financing provided from sale and leaseback loans (note 10). The 
continued support provided from this source of financing is integral to the future operations and growth of the 
Company. 


2. Significant accounting policies 


The consolidated financial statements of the Company have been prepared in accordance with accounting principles 
generally accepted in Canada. The significant accounting policies are summarized below: 


(a) Principles of consolidation 
The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. 
(b) Finance and interest income 


Finance income on net investment in sales-type leases is determined by reference to the minimum net payments receivable 
under the respective contracts. Finance income is recognized into income over the lease terms in a manner that produces 
a constant rate of return. Finance income on leases and interest income on loans receivable is recorded as income on an 
accrual basis except for leases or loans which are considered impaired. When a lease or loan becomes impaired, recognition 
of finance or interest income ceases when the carrying amount of the lease or loan (including any accrued but uncollected 
finance or interest income) is no longer recoverable from the net realizable amount of the underlying security. 


(c) Foreign currency translation 


Foreign currency denominated assets and liabilities are translated at the exchange rates prevailing at the balance sheet 
date for monetary items and at the exchange rates prevailing at the transaction dates for non-monetary items. Revenues 
and expenses, except for amortization, are converted at average exchange rates for the year. Amortization is converted at 
the same rate as the related assets. Gains or losses on translation are included in income except for those relating to long- 
term monetary items which are deferred and amortized over the remaining term of the related items. 


(d) Inventory 


Inventory is comprised of repossessed vehicles previously held as security for investment in leases. Inventory is valued at 
the lower of cost, determined on a specific identification basis, and net realizable value. 


(e) Land held for sale 


Land held for sale is valued at the lower of cost and net realizable value. The Company capitalizes all direct costs relating 
to land held for sale. 


(f) Allowance for impaired leases and loans receivable 


The allowance for impaired leases and loans receivable is maintained at a level considered adequate to absorb losses 
existing in the Company's lease and loan portfolio. The allowance is adjusted by a periodic provision for impairment which 
is charged against income and is reduced by actual write-offs. The amount of initial impairment and any subsequent 
changes are recorded through the provision for lease and loan impairment as an adjustment of the specific allowance. 


The Company maintains specific allowances for impaired leases and loans that reduces the carrying value of leases and 
loans identified as impaired to their estimated realizable amounts. 


* leases and loans classified as impaired include leases and loans for which interest or principal payments 
are 90 days past due. Leases and loans are also considered impaired if, in management's view, there is 
no longer reasonable assurance of timely collection of the full amount of principal and interest in accordance 
with the terms of the lease or loan agreement. 


* estimated realizable amounts are determined by discounting the expected future cash flows at the 
effective interest rate inherent in the lease or loan. If cash flow cannot be reasonably estimated, the fair 
value of the underlying security, net of expected realization costs, is used. 
In addition to specific allowances for identified impaired leases and loans, the Company maintains a non-specific allowance 
to cover impairment which is inherent in the lease and loan portfolio and is estimated based upon historical loss experience 
and prevailing economic conditions. 


(g) Capital assets 


Capital assets are recorded at cost. Amortization is provided for using the following annual rates and methods: 


Automotive 30% declining balance 
Computer hardware 20% declining balance 
Computer software 50% declining balance 


Furniture and equipment = 20% declining balance 
Leasehold improvements 7 years straight-line 


One-half amortization is provided for in the year a capital asset is acquired. 


(h) Deferred financing costs 


Deferred financing costs represent legal, regulatory and commission costs associated with the issuance of the debentures 
payable (note 11). These costs are being amortized over the five year term of the debentures on a straight-line basis and 
are presented net of accumulated amortization of $4,798 (1997 - $1,600). These costs will be charged to income immediately 
if it is determined that there is no future benefit. 


(i) Income taxes 


Income taxes are accounted for using the deferral method of income tax allocation. Under this method, the income tax 
provision is based on accounting income computed at current tax rates without subsequent adjustments to reflect changes 
in income tax rates. 


(j) Measurement uncertainty 


The valuation of inventory is based upon management's best estimate of the fair value of each repossessed vehicle held for 
resale. The valuation of net investment in leases and loans receivable is based upon management's best estimates of 
expected future cash flows discounted at the effective interest rates inherent in the leases and loans and the fair value of the 
underlying security. The valuation of deferred financing costs and capital assets is based upon management's best estimate 
of the future recoverability of these assets. The amounts recorded for amortization of deferred financing costs and capital 
assets are based upon management's best estimates of the remaining useful life and period of future benefit of the related 
assets. 


By their nature, these estimates are subject to measurement uncertainty and the effect on the financial statements from 
changes in such estimates could be significant. 


3. Business combinations 
During 1997, Venstar completed the following business combinations: 


(a) The acquisition of all the issued and outstanding common shares of Venstar Financial Inc. (formerly MRI 
Financial Group Inc.) (“Financial”) pursuant to a Share Exchange Agreement dated January 3, 1997. 


(b) The acquisition of all the issued and outstanding Common shares of Venstar Leasing Inc. (formerly MRI Leasing 
Ltd.) (“Leasing”) pursuant to a Share Exchange Agreement dated February 1, 1997. 


Consideration was as follows: 


Deemed 
Consideration 


Financial 
1,990,000 Class “A” Common Shares $398,000 


Leasing 
6,000,000 Series “A” First Preferred Shares 6,000,000 


$600,000 promissory notes bearing interest at 10% 
per annum and payable on demand on or after 
January 1, 1998 600,000 


6,600,000 


$6,998,000 


At the time these transactions occurred, Financial and Leasing had common directors, officers and shareholders and were 
under common control. The business combinations therefore, have been accounted for as a single purchase transaction 
wherein Venstar acquired the interests of a single controlled entity being the combined operations of Financial and 
Leasing. The directors, officers and shareholders of Financial and Leasing were also directors, officers and significant but 
not controlling shareholders of Venstar when this purchase transaction occurred. 


Subsequent to the above share exchanges, the former shareholders of Financial and Leasing owned 67.3% of the issued 
and outstanding Common Shares of Venstar. As a result, the combination has been accounted for as a reverse takeover 
using the purchase method with Financial and Leasing being the acquiring entity. 


For purposes of accounting for the reverse takeover of Venstar by Financial and Leasing, the deemed consideration was 
determined to be $610,000 ascribed to the 3,050,000 Common Shares of Venstar outstanding immediately prior to the 
business combination. 


SS prec 


The accounting for the business combination on this basis can be summarized as follows: 


Deemed consideration $610,000 
Assigned values of net assets of Venstar: 
Current assets 336,330 
Current liabilities (4,618) 
Serle 


Excess of deemed consideration 
over net assets acquired $278,288 


The excess of deemed consideration over net assets acquired has been used to reduce share capital as it is considered 
for accounting purposes to be a capital transaction. 


In accordance with reverse takeover accounting, these financial statements are a continuation of Financial and Leasing. 
The capital structure (authorized and issued shares) of the Company is that of Venstar, and the stated values of share 
capital are those of Financial and Leasing. The results of operations of Venstar have been included in the Company's 
consolidated statements of income and retained earnings (deficit) commencing January 3, 1997, being the date of 
acquisition. As Financial and Leasing have been accounted for as a single controlled entity for this business combination, 
their combined accounts have been recorded at carrying values as if the companies had been combined since inception 
and are presented as the comparative figures in these financial statements. The results of Leasing have been included 
from its commencement of operations on February 7, 1996. 


Financial paid a dividend of $92,136 to its shareholders prior to the date of acquisition. Consistent with the basis of 
accounting for the acquisition, this dividend is recorded in the consolidated statements of the combined entity. 


The Series “A” First Preferred Shares issued by Venstar on the acquisition of Leasing have been ascribed no value. The 
promissory notes issued were recorded as distributions to the former shareholders of Leasing and, accordingly, $600,000 
has been charged to retained earnings. The promissory notes were repaid in full by the Company in 1997. 


Pursuant to a Certificate of Amendment dated May 22, 1997, MRI Financial Group Inc. changed its name to Venstar 


Financial Inc. and pursuant to Articles of Amendment dated April 4, 1997, MRI Leasing Ltd. changed its name to 
Venstar Leasing Inc. 


4. Inventory 


1998 1997 
Inventory, at carrying value 3,035,114 172,228 
Allowance for inventory impairment (700,000) 


2,835,114 172,228 


Management reviews the value of inventory on a periodic basis and records an allowance to reduce the carrying value 
of inventory to its estimated net realizable value. This allowance is considered adequate to absorb losses estimated to 
exist within the Company's inventory of repossessed vehicles. 


5. Loans receivable 


The loans receivable are for terms not exceeding one year, earn interest at rates ranging from 18% to 44% per annum, and 
are secured by a specific charge on real property, general security agreements, personal guarantees and other collateral 
security, except as described in note 15(e). 


The Company has identified $11,000 of loans receivable as being impaired. A specific allowance of $NIL has been 
recorded to offset any potential loan losses estimated to exist within these impaired loans based on the assessed value of 
the underlying security. A further non-specific allowance of $NIL has been recorded to offset any future potential loan 
losses estimated to exist within the remaining loan portfolio. 


6. Net investment in leases 


1998 1997 
Total minimum lease payments receivable $48,822,943 $25,935,889 
Unearned finance income (16,392,895) (9,846,505) 
32,430,048 16,089,384 
Less: portion due within one year 12,259,497 9,127,085 


$20,174,551 $10,962,299 


Net investment in leases are recorded as sales-type leases. The lessees have substantially all of the risks and benefits of 
ownership of the vehicles underlying the leases however, title to the vehicles does not transfer to the lessee until all 
conditions of the lease contract are satisfied. Net investment in leases are recoverable over periods ranging from 18 to 48 
months, earn finance income at rates ranging from 18% to 45% per annum and are secured by the vehicles underlying the 
leases. 


The Company has identified $1,300,389 (1997 - $1,950,757) of net investment in leases as being impaired. A specific 
allowance of $231,750 (1997 - $189,184) has been recorded to offset any potential lease losses estimated to exist within 
these impaired leases based on the assessed value of the underlying security. A further non-specific allowance of $568,250 
(1997 - $94,816) has been recorded to offset any future potential lease losses estimated to exist within the remaining 
lease portfolio. 


7. Capital assets 


Automotive 

Computer hardware 
Computer software 
Furniture and equipment 
Leasehold improvements 


Computer hardware 
Computer software 
Furniture and equipment 
Leasehold improvements 


8. Performance deposits 


Effective in 1998, pursuant to each lease contract (note 6), the lessee must provide the Company with a performance 
deposit at the inception of the lease. This deposit is potentially refundable to the lessee as to one-half after six months and 
one-half, plus a 5% bonus, after twelve months, from inception of the lease, provided the lessee is in compliance with all 
terms and conditions of the lease contract. If the lessee is not in compliance at the specified dates, the appropriate portion 


of the deposit is charged to income. 


1998 


Cost 


$21,880 
86,627 
83,339 
Alle 


92,656 


$443,711 


1997 


Cost 


$32,644 
17,367 
74,376 


24,910 


$209,297 


Accumulated 
Amortization 


$3,282 
14,539 
41,723 
36,817 


16,795 


$113,156 


Accumulated 
Amortization 


$3,264 
ZAVOVZ 
14,965 


3,009 


$43,700 


Net Book 
Value 


$18,598 
72,088 
41,616 
122,302 


75,861 


$330,599 


Net Book 
Value 


$29,380 
99,459 
09,411 


ZAGO01 


$165,597 


9. Due to related parties 


Due to officers and directors 
Unsecured, interest at 17% per annum, 
repaid during 1998 


Due to a company with a common shareholder, 
director and officer 
Unsecured, interest at 12% per annum, repaid 
during 1998 


10. Loans payable 


Unsecured loans, interest only payable 
monthly at rates ranging from 12% to 
15% per annum, no set terms of repayment 


Bank revolving loans, interest only payable 
monthly at the Canadian Western Bank's 
prime rate plus 2% per annum for six months 
after drawdown which occurred in November, 
1997, repaid during 1998 


Bank term loans, repayable in monthly instalments 
of$1,288 including interest at 7.5% per annum, 
maturing December, 2000 


Bank term loans, interest at the Canadian Western 
Bank’s prime rate plus 2% per annum, 
repaid during 1998 


1998 


1998 


$233,061 


31,398 


1997 


$200,000 


43,133 


$243,133 


1997 


$932,403 


750,000 


331,026 


060,935 


Sale and leaseback loans, repayable in monthly 1998 CEE} 
instalments of $1,095,300 U.S. including interest 
at rates ranging from 12.10% to 14.27% per annum 
maturing between March, 2000 and January, 2001, 
secured by certain lease contracts 42,076,794 13,605,093 
Land loans, non-interest bearing, secured by and 
repayable upon disposal of land held for sale (note 17{a]) ee iiell - 
42,395,003 16,179,457 
Less: Portion due within one year 16,012,078 6,469,981 
$26,382,925 $9,709,476 


The bank term loans are secured by an assignment of certain lease contracts not pledged as security to other lenders. 


The Company is required to meet certain financial and reporting requirements with respect to the bank revolving loans, 
bank term loans and sale and leaseback loans. 


Subsequent to December 31, 1998, the Company repaid $101,000 of the unsecured loans. 


Principal repayments over the next four years are as follows: 


1999 $16,012,078 
2000 16,268,718 
2001 O52 183132 
2002 896,075 
$42,395,003 


11. Debentures payable 


Pursuant to a Private Placement Offering Memorandum dated February 10, 1997, the Company issued $1,809,000 convertible 
debentures of which $840,000 were purchased by officers, directors and shareholders of the Company. 


The debentures are unsecured and bear interest at 10% per annum until maturity on February 27, 2002. The debentures 
are redeemable at face value at the option of the Company after February 27, 2000. 


The option to convert the debentures into Class “A’ Common Shares of the Company expired March 1, 1999. No debentures 
were converted. 


he: 


Share capital 


Authorized 

Unlimited number of voting Class “A’ Common Shares 
Unlimited number of non-voting First Preferred Shares 
Unlimited number of voting Second Preferred Shares 


(b) Issued 
Number Stated 
of Shares Value 
Class “A” Common Shares 
Balance, December 31, 1996 3,050,000 $201 
To affect the business combination (note 3) 1,990,000 Jolt 
Exercise of stock options 61,500 12,300 
Balance, December 31, 1997 5,101,500 344,213 
Exercise of stock options 131,500 26,300 
Balance, December 31, 1998 5,233,000 3/0,513 
Series “A” First Preferred Shares 
Balance, December 31, 1996 - - 
To affect the business combination (note 3) 6,000,000 - 
Balance, December 31, 1997 and 1998 6,000,000 - 
Less: Share issue costs 41,433 
$329,080 


(c) The First and Second Preferred Shares may be issued in one or more series and the directors are authorized to 
fix the number of shares in each series and to determine the designation, rights, privileges, restrictions and 


conditions attached to the shares of each series. 


(d) | Pursuant to Articles of Amendment dated March 27, 1997, the Company created 6,000,000 Series “A” First 
Preferred Shares. These shares are non-voting, non-dividend bearing and are convertible at the option of the 
holder into Class “A” Common Shares on a one-for-one basis. The Company is entitled to force conversion of 
any remaining outstanding Series “A” First Preferred Shares into Class “A” Common Shares at any time after 
January 1, 2000. The holders of these Preferred Shares have waived any preference over the Class “A” 


Common Shares in the event of liquidation, dissolution or windup of the Company. 


eee 2) 


(e) | Under the terms of a stock option plan, the Company has granted stock options to officers, directors and 
employees to purchase Class “A” Common Shares of the Company as follows: 


Number of Exercise 

Shares Price Per Share Expiry Date 
100,000 $ 0.60 September 30, 2001 
59,400 $ 0.50 December 31, 2000 
131,900 $ 0.50 June 30, 2000 
157,000 $ 0.20 March 18, 2001 


During 1998, 191,300 stock options were repriced from $1.00 per share to $0.50 per share. 
(f) As at December 31, 1998, 2,493,334 Class “A’ Common Shares remain in escrow to be released as follows: 


* 666,667 shares on each of January 3, 1999 and 2000; 
* 1,160,000 shares releasable as to 1 share for each $0.20 of cumulative cash flow achieved by Financial 
during the period from January 1, 1996 to December 31, 2001. 


As at December 31, 1998, 4,000,000 Series “A” First Preferred Shares remain in escrow to be released as to 1,000,000 
Shares on each of March 31, 1999, 2000, 2001, and 2002. 


(g) | Earnings (loss) per share is calculated based on the weighted average number of Common Shares outstanding 
during the period of 5,151,580 (1997 - 5,083,250). For the year ended December 31, 1998, the exercise of 
stock options and the conversion of debentures and Series “A” First Preferred Shares into Class “A’ Common 
Shares would not be dilutive. For the year ended December 31, 1997, fully diluted earnings per share is 
calculated as though the exercise of stock options and the conversion of debentures and Series “A” First 
Preferred Shares into Class “A” Common Shares had actually occurred at the beginning of the year resulting in 
a total of 12,611,736 Class “A” Common Shares for a fully diluted earnings per share of $0.04. 


13. Income taxes 


Income taxes differs from the results which would be obtained by applying the combined federal and provincial income 
tax rate of 44.62% to the Company’s income (loss) before income taxes. The difference results from the following: 


1998 1997 
Expected income tax expense (recovery) $(1,919,099) $340,120 
Capital tax 120,330 7,674 
Unrecorded deferred tax debit 1,369,657 - 
Amounts not deductible for tax purposes 440,955 4,591 
$11,843 $352,345 


The financial statements do not reflect potential tax reductions available through the application of losses carried forward 
against future years’ earnings otherwise subject to income taxes. The Company has $2,988,669 of non-capital losses 
which expire in 2005. The Company also has $344,498 of net capital losses which may be applied against future taxable 
capital gains. 


14. 


(a) 


15. 


Commitments 


Under the terms of operating leases for its office premises, the Company is obligated to make minimum rental 
payments exclusive of occupancy costs as follows: 


1999 $172,834 
2000 132,876 
2001 98,040 
2002 76,064 
2003 44132 
$923,946 


Under the terms of operating leases for office equipment and computer equipment, the Company is obligated to 
make the following minimum rental payments as follows: 


1999 $32,448 
2000 7,906 
$39,954 


Related party transactions 


During the year, the Company incurred interest expense in the amount of $84,000 (1997 - $66,509) in respect of 
the convertible debentures held by officers, directors and shareholders of the Company (note 11). Of this 
amount, $29,227 (1997 - $28,997) is included in accounts payable and accrued liabilities at year-end. 


During the year, the Company paid $NIL (1997 - $41,314) in consulting fees to officers and directors of the 
Company. 


During the year, management fees of $729,728 (1997 - $384,175) were paid to officers and directors of the 
Company. Of this amount $57,167 (1997 - $26,722) is included in accounts payable and accrued liabilities at 
year-end. 


During the year, interest of $7,892 (1997 - $90,492) was paid on amounts due to related parties (note 9). 


Included in loans receivable is $50,000 due from an officer and director of a subsidiary company. The amount 
due is unsecured, non-interest bearing and is due September, 2001. 


(h) 


Included in loans receivable is $82,500 advanced to a company with common officers and directors. Interest and 
commitment fees of $12,900 were earned on this loan. 


During 1998, the Company received a loan in the amount of $150,000 from an officer and director which was 
repaid prior to year-end. Interest of $7,378 was paid on this loan. 


Included in loans payable is $NIL (1997 - $25,000) in loans due to an officer and director of the Company. 
During the year, interest of $NIL ( 1997 - $3,750) was paid on these loans. 


Management is of the opinion that these transactions were undertaken under the same terms and conditions as transactions 
with non-related parties. 


16. 
(a) 


Financial instruments 

Fair values 

The fair values of loans receivable and net investment in leases are estimated to approximate their carrying values on 
the basis that the assets will be recovered from undiscounted future cash flows or from the realization on the vehicles 
underlying the leases. 

The fair values of loans payable and debentures payable are estimated to approximate their carrying values as the 
terms and conditions for these debts are similar to the terms and conditions that the Company could negotiate for 
similar debt. 


Credit risk 


The Company’s exposure to credit risk is limited to the total carrying value of accounts receivable, loans receivable 
and net investment in leases in the amount of $33,769,291 (1997 - $16,969,387). 


Interest rate risk 


The Company is exposed to interest rate price risk to the extent that loans receivable, net investment in leases, 
certain loans payable and debentures payable are at a fixed rate of interest. 


Currency risk 


The Company is exposed to currency price risk to the extent that repayment of U.S. denominated loans payable are 
subject to fluctuations in the related foreign exchange rate. 


17. Subsequent events 


(a) On March 2, 1999, the Company entered into a purchase and sale agreement to dispose of the land 
held for sale for gross proceeds of $1,800,000. This agreement is subject to the purchaser obtaining 
the necessary financing and required development permits for the land. 


(b) | Subsequent to December 31, 1998, the Company obtained additional sale and leaseback loans in the 
amount of $5,432,146 U.S. repayable in monthly instalments of $160,603 U.S. including interest at 
rates ranging from 11.42% to 12.50% per annum, maturing between March, 2002 and October, 2002. 


18. Contingency 


The Company has been audited by Revenue Canada for tax years 1996 and 1997. Subsequent to December 31, 
1998, the Company received Notices of Reassessment relating to Goods and Service Tax (“GST”) claims made 
during those years. The Company’s management does not agree with the reassessments and is currently 
disputing the reassessments with Revenue Canada. The Company paid approximately $385,000, including 
interest and penalties, as a result of these reassessments to prevent further punitive action from Revenue 
Canada. This liability has been recorded as an increase in cost of sales in the year ended December 31, 1998. 


Revenue Canada has not audited the Company for similar GST claims made after 1997. Accordingly, no 
amounts have been recorded in the financial statements given the uncertain outcome of this dispute. Should 
the Company be audited and reassessed for GST claims made after 1997, any such amount will be recorded in 
the year in which the reassessment is received. 


19. Uncertainty due to the Year 2000 issue 


The Year 2000 issue arises because many computerized systems use two digits rather than four to identify a 
year. In addition, similar problems may arise in some systems which use certain dates in 1999 to represent 
something other than a date. The effects of the Year 2000 issue may be experienced prior to, on or subsequent 
to January 1, 2000. It is not possible to be certain that all aspects of the Year 2000 issue affecting the 
Company, including those related to the efforts of customers, suppliers or other third parties, will be fully 
resolved. Therefore, the Company's ability to conduct normal business operations may be impacted. This 
impact may range from significant system failure to minor errors. 


20. Comparative figures 


The presentation of certain accounts of the previous year has changed to conform with the presentation 
adopted for the current year. 
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